
To get quand~ative re.ults froll the model, we must provide certain inputs to the

model. Ulinl the.e inputs, the mathellatical macroeconollic model is solved

numerically u.ing a FORTRAN program written specifically for this model. In our

ba.eline calculation we u.e the following values for the lIajor inputs to the

model:

Ba.eline Parameters

price ela.ticity of the demand for goods: 1.50

share of labor cost. in total co.t in .ector 1: 0.64

share of labor cost. in total co.t in sector 2: 0.64

initial fraction of labor employ.d in s.ctor 2: 0.32

direct impact of SFAS 106 on labor costs in sector 2: 0.03

labor .upply elasticity 0.00

The price elasticity of d...nd of 1.S is probably too high, but it wa. cholen

b.cau.e exp.ri...ntation with the mociel indicated that the imp.ct of SFAS 106 on

the GNP-PI incre•••• when the pric. elasticity of d...nd incr...... Thu., u.ing

a value of 1.5 IIOlt likely ov.rstat•• the impact on the GNP-PI.

The share of labor co.t in total co.t in each sector was set equal to 0.64 to

match the actual share of labor cost in total GNP in the United States.

The value of 0.32 for the fraction of labor employed in s.ctor 2 was chos.n to

match the fraction of U.S. private sector employ••s covered by SFAS 106. The

macro.conollic IIOd.l is int.nded as a IIOdel of the private ••ctor, so the .hare

of private ••ctor employm.nt cover.d by SFAS 106 is u.ed for the fraction of

employm.nt in ••ctor 2.

The value of 3' for the dir.ct impact of SFAS 106 on labor COlts is indicative

of the impact of SFAS 106 on those employers who provide po.t-retirellent ..dical

benefits and was chos.n to ..intain consist.ncy beew.en TELCO SFItS 106 cosu and
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those assum.d for all oth.r employers who will incur SFAS 106 COltS.

Specifically this value was dev.lop.d by multiplying TELCO'. incr.a•• in l.bor

cosu due to SFAS 106 by all of the adjustm.nts .xc.pt for the Non-Covered

Employees Adjustment and the tabor Cost Percentage Adjustment.

Finally. the value of the labor supply elasticity is s.t equal to zero.

Empirical studi.. of labor supply (sWlllarind in Ch.pt.rs 1 .nd 2 of the Handbook

of Labor Economics, North-Holland, 1986) typically find th.t in re.ponse to a

perm.nent reduction in the wale r.te men will tend to incr•••• their l.bor supply

and women tend to reduce their labor supply. That 1., th••• studi.s typic.lly

find a nel.tive labor supply elasticity for lI.n .nd • positive labor supply

el.sticity for wOII.n. Th. lIod.l us••• value of the .,.r•••ce labor supply

elasticity. whlch 1I•••ur.s the r••pons. of .llr.l.t. l.bor .upply (men plus

wOII.n) to chanl" in the w.s. r.te. Th••UreS.t. labor .upply .l..ticity 11 an

aver.l. of the n.s.tiv. l.bor supply el•• ticity of·men and the po.itiv. labor

supply el.sticity of women. It is typic.lly found to b. clo•• to z.ro. or .v.n

slilhtly n.l.tiv. (.urv.y of uncollp.ns.ted W.I. el..ticitie. su.aariz.d in

T.ble 3.5 of Mark R. Killinl.worth. Labor Supply, Cambrids. Univ.r.ity Pr••••

1983). Bec.use the imp.ct of SFAS 106 on the GNP-PI i. l.rs.r for hish.r l.bor

supply el.sticitie•• w•••t the labor .upply el••ticity .qual to z.ro r.th.r than

slilhtly n'l.tiv. to auard .S.inst under.t.tinl the imp.ct on the GNP-PI.

Usinl the v.lu., listed above in our b•••line c.lcul.tion l ••ds to .n incr••••

of 0.0138\ in the priv.t•••ctor pric. ind.x. For cOIlp.ri.on, the b.ck-of-th.­

envelope c.lcul.tion for this c••• le.ds to .n incr•••• of 0.614\ in the pric.

ind.x. It i. us.ful to define the ·p•••throuah co.ffici.nt- •• the incr.... in

the pric. index .ccording to the 1I0d.l divid.d by the b.ck-of-th.-.nv.lop. pric.

incr••••. In this c... the p••• throuah co.fficient i. 0.0225 (0.0138' + 0.614').

which indic.t.. that the incr.... in the priv.te ••ctor pric. index is only

0.0225 time... lars••• indic.t.d by the b.ck-of-th.·.nv.lop. c.lcul.tion.

Sectors 1 .nd 2 tOI.th.r cOllpri•• the priv.te ••ctor. Th...cro.conollic model

treau the love1"1'llHnt .ector •••n independent sector with .mplo}'1Hnt .nd oueput

determined indep.nd.ntly of the private sector. Th••ff.ct of SFAS 106 on the

GNP-PI .quals the .h.r. of g·ov.1"1'IIHnt sector v.lue .deled in GNP (10.6\)
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multipli.d by ch. imp.ct on governm.nt s.ctor pric.s plus the sh.re of priv.te

sector value .dded in GNP (89.4t> multipli.d by the incr.a•• in private s.ctor

prices. I.c.us. the gov.rnaent is not .ubj.ct to SFAS 106, the impact on

governm.nt ••ctor pric•• is zero. Th.r.fore. the impact on the GNP-PI is 89.4'

of the imp.ct on the priv.t. s.ctor price ind.x. Thus the b.ck-of-the-envelope

calculation yi.lds • 0.549' (0.894 x 0.614t) incr•••• in the GNP-PI. and the

baseline calcul.tion indicat•• that the GNp·PI will incr•••• by only 0.0124'

(0.894 x 0.0138t). The p.ssthrough coeffici.nt for the GNP-PI is 0.0225 which

is identical to the pas.through co.ffici.nt for the private ••ctor price index.

The conclusion from the b••elin. calculation is very strong: Th' ipp.ct of

SEAS 106 on the GNP·PI 1s only a 'iny fr.c;ion of ;h. I8OUO; indic.t.d by the

back-of-th.-.nytlope calcul.tiQn.

llt,u1tina I_c. of SUS 106 on 'l'ILCO Itla;in ;0 1;. QnxaU Ipac; on ;h. qg-

n

To calculat. the r.sultinl r.l.tiv. ~.ct of SFAS 106 on the GNP-PI c08par.d to

TELCO, w. return to the c.lculation of ch. Labor Co.t P.rc.ntag. Adjusa-nt.

This w•• ba..d on the a"Ullption that all additional co.;. vill b. p••••d throu&h

completely into pric.. (and into the GNP-PI) and w. auat now chanl' that

assumption to r.fl.ct the output of our macro.cono.ic .odal.

The mod.l indic.t•• th.t the GNP-PI will incr•••• by 0.0124'.

Looking fir.t only at the dir.ct .ff.ct of SFAS 106 on TELCO. w. find that the

incre••• in TELCO'. dir.ct l.bor co.ts is 6.295'. Thus TELCO'. cost. will

increase:

by 6.295. of 38.St of 74.3. of output

(i .•. , by 6.2951 of the percent of output

represented by TELCO'. l.bor costs)

- 1.8027. of output

Thus the GNP-PI would r.fl.ct only 0.0124 + 1.8027 or 0.69. of the .dditional

dir.ct co.t. incurr.d by TELCO due to SFAS 106.
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Addition.l M.cro,coDpgic Eff.ct. of SEAS 106

In .ddition to the r ••ult r.port.d .bov. our macro.conomic mod.l indic.t.s th.t,

in r.spons. to th. imp.ct of SFAS 106, the w'I' r.t. in the Dltional .conomy

could .v.neually f.ll in r.l.tiv. t.rm. by 0.926t (i.'" r.l.tive to wh.t it

would h.v. b.en in the .b••nc. of SFAS 106). To the .xt.nt th.t TELCO could .1.0

benefit fro. a relative reduction in its w.ge, this could help to offset the

incre.se in its costs due to SFAS 106. If TELCO w.r••bl. to .chieve the full

reduction of 0.926\ the eff.ct may b. calculat.d •••xpl.in.d b.low.

-

SFAS 106 incr••••• TELCO's dir.ct l.bor co.t. by

If the national w.g. r.t. i., in f.ct, r.duc.d

TELCO'. dir.ct l.bor co.t••r. r.duc.d by

Th. n.t incr•••• in TELCO'. dir.ct l.bor co.t. i.

Thus TELCO's ov.r.ll co.t. would incr••••

by 5.369t of 38.5\ of 74.3 of output -

in r ••p.ct of it. own labor cost.,

(i .•. , by 5.369' of th. p.rcent of output

repr.s.nt.d by TELCO's l.bor costs)

by 0.0124\ of 25.7\ of output

in r••p.ct of it••uppli.rs' pric.s

(i .•. , by .01241 of ch. purchased inputs

u••d by TEI&O)

for • tot.l incr.... of

6.295\

.926\

1.5375\ of output

.0032\ of output

1.5406\ of output
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Thus if TELCO could benefit from a relative wage reduction of .926', its overall

costs would increase by 1. 5406' of output instead of the 1. 8027t of output

calculated earlier. This indicates that macroeconollic effects, including a

possible reduction in TELCO's wage rate could finance a percentage of its

additional SFAS 106 COlt. calculated to be:

(1.8027 1.5406) + 1.8027 14.53'

Thus the combined .ffect of the impact of SFAS 106 on the GNP-PI (0.7') and on

other macroeconollic variable. including the wage rate (14.5'> would still l.ave

84.8' of TELCO's additional SFAS 106 costs unrecovered.
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IV. SENSITIVITY OF RESULTS

While w. have att.mpt.d to calculae. eh. r ••ulu outlin.d previously in as

accurat. a manner as possible, it should be obvious eh.e many of the results .re

subject eo vari.biliey due eo eieher the uncert.inty of the underlying data or

the need eo lI.ke sOlie a••UlllPtlons about fueure or unknown factors. In this

section we discuss the sensitivity of each of ehe previously derived values and

of the aggregaee result to reasonable v.rieUon in und.rlying clau and/or

assumptions.

Tbe ILX 1I.tho401ou

Initial Calcul.tion of GNP Btl and TELCO BLI: In c.lcul.ting GNP BLI and TELCO

BLI there w.re ewo areas of unc.reainty th.t we analyz.d. With resp.ct to the

calculation of GNP ILl we utiliz.d av.rage ILls by indusery and then ueilized

industry weigheings derived froll che GAO survey to d.riv. a final GNP ILl. H.d

we, inse.ad. ueiliz.d an aggreg.e. employ.e weigheed av.r.g. based on our daea

ba.. only w. would have derived GNP BU as .2613 inat.ad of .2568. This would

have resulted in iner•••inc ch. r.lative i~.ce of SFAS 106 on GNP compar.d to

TELCO froll 28.3\ to 28.7\. With re.p.ct to the calculation of TELCO BLI, the

greatest ar.a of unc.rtainty aro.e in deciding how to weight ehe various plans

sponsored by .ach Price Cap LEC. We decided to w.ight th•• b•••d on employ••

counts. W. b.li.v. chi. wa. a cons.rvativ. approach b.c.us. in our data ba.e

only on••et of plan provilions is lI.int.in.d for e.ch employer. If we a••UIII

that wh.r. an .mploy.r has .ore eh.n on. plan 1t is eh. IIOre g.n.rous pl.n which

is report.d in the dae. b•••• eh.n 1e would be appropri.t. to ueilize 2DlX the

lIore gen.roua plana in c.lcul.ting th. TELCO BLI. If we h.d t.ken this appro.ch

it would h.v. r.duc.d the rel.tive imp.ct of SFAS 106 on GNP comp.red eo TELCO

froll 28.3\ to 27.7\.

Demographic Adjustment - W••djuse.d for the f.ct th.t TELCO will uti11ze lower

r.tes of turnover than chose us.d by oth.r .mployers in determining SFAS 106

costs. It il h.rd eo .rgu. th.t eh••am. pr.-r.eir•••nt withdr.w.l .ssumpeion

should b•••de bec.uae TELCO's d••oCr.phic••r. th....lv•• the r ••ult of low.r
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turnover rat.s actually experienc.d by TELCO. Howev.r, if w. w.r. to assum. the

same withdrawal patterns for both TELCO and GNP (while retaining the different

demographic.), the relative impact of SFAS 106 on GNP compared to TELCO vould

increase from 28.3' to 34.6'.

The adjustment due to age and pa.t service differences relies on demographic data

provid.d by the ••parate Price C.p LECs and averag.d into a single compo.ite

TELCO cen.us haVing an average age of 41.6 vith average past s.rvice of 16.6

years. If w. were to reduce the age and s.rvice to 40.6 .nd 15.6 resp.ctively.

the relative imp.ct of SFAS 106 on GNP comp.r.d to TELCO would incre.se from

28.3\ to 29.7\.

A d.gree of unc.rt.in~ is also pr...nt in our .djustlMnt due to ••rUer

retirement among TELCO employ••s. Thi. unc.rtainty .ri••• in the ~eterminat10n

of a national aver••e r.tir...nt .g. a.sumption. y. b.li.v. our us. of a•• 63

v.s a con.erv.tiv. assumption in th.t the limit.d data on the .ubj.ct

(G,rontologi.t Vol. 28. No.4) ..... to indic.te a national av.ra•• r.tire..nt

age b.tw••n 63.5 .nd 64. Furthermor., if a••xp.ct.d, .mployer. in the GNP t.nd

to be aggr.s.iv, (i .•.• optimistic) in ••tting .s.umptions for accruinc po.t­

r.tirement li.bility, it misht •••• re••onabl. to utilize .n .g. 64 •••umption.

If an age 64 a••umption h.d been used the rel.tive imp.ct of SFAS 106 on GNP

compared to TELCO would have been r.duced from 28.3' to 25.6\.

Current Retiree Adjustment - Th. c.lcul.tion of this adju.tment is predicated on

an average claim rat. per r.tir•• for the GNP of $1.802 and a ratio of retire.s

to covered active. of .1726. Th. claim rate was deriv.d by taking the 1990 rate

of $1,514 as r.port.d in the H.witt As.ociates Survey of a.tiree Medical B.n.fits

and increa.inc it by 19, for m.dical trend inflation. Th. ratio of retir••• to

covered activ•• w•• deriv.d from the GAO study. Whil. w. b.liev. 19' to b. a

re.listic ' ••Ullption for INdic.l inflation, w. recognize that the national

average could .ceually h.v. incr••••d by mor.. If w. a••ume a 25' incr•••• in

the avera•• cl.im, to $1,892, .nd furth.r a..wa. that the .ctual r.tio of

retire.s to .ctiv•• h.s incr••sed to .2 (from .1726) the r.lativ. imp.ct of SPAS

106 on GNP comp.red to TELCO would incr•••• from 28.3\ to 29.2'.
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Also, inherent in this Adjuscment is the .ssumption that the demography of the

current TELCO retiree is identic.l to th.t of the GNP. In f.ct, this too is a

conservative .ssumption because TELCO employees gener.lly retire .t younger ages

than the national aver.ge and thus the li.bilities for TELCO will t.nd to be

higher on this account th.n for the retir.es in the n.tion.l economy. If ,

however, we were to assume that retirees at TELCO were somewhat 2lQ1I than those

in the GNP and hence generated SFAS 106 cost per $1 of retiree claim cost that

was 10' less than that for the GNP, the relative illpact of SFAS 106 on GNP

compared to TELCO would only increase from 28.3' to 28.8'.

Pre-funding AdJusement - This adjusment look.d at the effect of TELCO's .xisting

pre-funding of post retir.ment medical b.n.fits •• co~ared with no pre-funding.

By doing this we mad. the cons.rvativ. a.sumption that there is no pr.·funding

in the GNP. If we assume there is pre· funding in the GNP to the extent that

assets equal to on. ye.rs cl.ims have .ccumulated, and th.t .nnual contributions

to such funds amount to claims plus 10•• the rel.tive impact of SFAS 106 on GNP

compared to TELCO would reduce froa 28.3. to 26.2•.

Non-covered Employee. AdJusement - This .djustaent .COM' froa the GAO .urvey

which determined that 30.7 million priv.ee sector employee. in the U. s. .y

eventually qualify to r.ceive benefits under their employer's post-retirement

medical plan. According to the GAO this estimate is subject to some sampling

error and could be .s high .s 37.5 million or .s low .s 23.9 million. At the

extremes this would cause the relative impact of SFAS 106 on GNP compared to

TELCO to vary from 22.4\ to 34.1\ as comp.red to our determination of 28.3•.

Per Unit LAbor COle Adjustment - In calculating Per Unit Labor Cost Adjusment.

allocated compensation and headcount were used. No sensitiVity analysis was

performed on this Adju.ment because of the validity of the data u.ed and the

straightforward nature of the calculation.

LAbor Cost Percentage Adjustment . In calculating the Labor Cost Percentage

AdjustJIIlnt we ...umed th.t TELCO's suppliers were like the .verage company in the

GNP. In particul.r w••ssum.d th.t their l.bor costs were 64.27' of output and

that their incr•••• in l.bor costs was 13.60. of the corresponding incr•••• for
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TELCO. Had we assuaed that they had no incraase in labor costs due to SFAS 106

the relative illpact of SFAS 106 on GNP cOllpared with TELCO would have been 30.6\

instead of 28.3': had we a••umed they would experience the same increase due to

SFAS 106 a. TELCO the relative impact would have been 19.3' instead of 28.3\.

The Macroeconga!c Model

How robust is the conclusion drawn from the macroeconollic model in Section III?

To answer this question we have examined the effect of varying each of the

baseline parameters that constitute the major input. to the 1I0del.

We indicated earlier that we believe the price ela.eicity of demand of 1.5 is

probably too high and thus guardl against under.tating the effect on the GNP-Pt.

Nonethelel. we will .how the effect of increa.ing the value of this parameter-to

3.

For the econOllY a. a whole labor co.es are 64, of ouepue and our baaeUne

calculations a••UM that the .... is erue in each of the two .ector. of our

macroeconollic model. To te.t .ensitivity we will .how the re.ults if, in each

sector in turn, labor co.t. were a. low a. 50, of oueput or a. high a. 78' of

output.

We used a fraction of labor e~loyed in sector 2 of 0.32. This was based on the

same numbers froa the GAO .urvey a. were used for the Non-Covered Ellployee.

Adjust1lent (30.7 mUUon out of 95.8 million privaee sector ellployees). U

indicated on pale 36 the GAO calculated that due to po.sible s&llpling error the

figure of 30.7 million could be a. high a. 37.5 million (39.1' of 95.8 lIillion)

or as low a. 23.9 million (24.9' of 95.8 million). We will show the effect of

using fractions of labor employed in .ector 2 of 0.24 and 0.40.
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As noted earlier, the direct impact of SFAS 106 on labor cost. in .ector 2 va.

taken to be +3\. The corre.ponding impact on TELCO labor co.ts is +6.3\ and the

baseline value of 3\ is derived using the Adju.tment factor. in Section II a.

6.3 x (3) x (4) x (5) x (6) x (8)

6.3 x .5850 x .5438 x .9287 x 1.313 x 1.3062

- l....U

There is thus an appropriate consistency in the ba.eline value used for this

parameter. Noneth.le.s ve vill shov the results of varying this value over a

vide range (from 2' to 5') while ke.ping the TELCO value conatant at 6.3'.

Finally v. viii .x..ine the ••naitivity of our results to variationa in the value

used for labor supply ela.ticity. W. believe, by ••tting the labor supply

elasticity equal to zero rather than slightly n.lativ., that already v. have

guarded against understating the impact on the GNP-PI. Noneth.les. ve will .how

the eff.ct of using positive values of 0.1, 0.2, and 0.3 for the labor supply

elasticity.

The table that follows .hows the re.ults obtain.d by chanling each of the 6

baseline par••t.r•. on. at a tille. In .ach of the row. of the table, the value.

of 5 of the 6 inputs to the model ar. the .... as in the ba.eline calculation

listed above. The input .hown in the table is the one input that is changed from

the baseline calculation.
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Sensitivity Analysis

Price elasticity of demand - 3

Labor share in total cost, sector 1 - 0.50

Labor share in total cost, sector 1 - 0.78

Labor share in total cost, sector 2 - 0.50

Labor share in total cost, sector 2 - 0.78

Fraction of labor employed in .ector 2 - 0.24

Fraction of labor employed in .ector 2 - 0.40

Direct impact on labor cOlts in sector 2 - +2\

Direct impact on labor co.ts in sector 2 - +5\

Labor supply elasticity - 0.1

Labor supply ela.ticity - 0.2

Labor supply elasticity - 0.3

Effect
on GNP

Price Index

0.0227\

0.0099\

0.0145\

0.0103\

0.0141\

0.0104\

0.0137\

0.0056\

0.0336\

0.0642\

0.1136\

0.1579\

Pass through
Coefficient

0.041

0.021

0.023

0.020

0.024

0.025

0.020

0.015·

0.037

0.117

0.205

0.287
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Th' Oy.rall I ••ult.

Ue have conclud.d that the ov.rall impact of SFAS 106 on the GNP·PI will refl.ct

only O. H of the SFAS 106 co.t. incurred by TELCO. S.parately we have calculated

that if TELCO w.re able to b.n.fit from the sam. r.lativ. r.duction in its wage

rat. as will b. .xp.ri.nc.d in the .conollY as a whole thb would financ. a

further 14.5' of ita additional SFAS 106 co.t.. 'nih would leave 84.8' of

TELCO's additional SFAS 106 co.t. to b. lI.t froll oth.r .ourc••. V. now .how the

s.nsitiviey of the ov.rall re.ult. to the interaction of the variabiliey of the

!LI Methodology .nd the variability of the input. to th. Macro.conomic Mod.l.

The ba••lin. input. to the lIod.l includ. the a"Ullption that the dir.ct imp.ct

of SFAS 106 on l.bor co.t. in ••ctor 2 i. +3'. V. have .hewn the .ff.ct on.th.

1I0del of r.ducing this fiSUr. to +2' or incr.a.ina it to +5' with.oth.r input.

r.maining unchanl.d. 'ni. valu. of 3' (llor. pr.ci••ly 3.18') cort••ponda to I

SFAS 106 Colt Increas. Ratio of 28.3' (pag. 9). 'ni. valu.. of 2' and 5'

corr••pond to co.t Incr•••• Ratio. of 17.8' .nd 44.5' r ••p.ctiv.ly: w. b.li.v.

this rIng. .dequately .ncomp..... the l1kely vlriationa in thb ratio. To

demonstrate the int.rlctiv••ff.ct of po••ible vatiabiliey w. have produc.d three

sets of results. on. for ••ch of the valu.. 2'. 3' and 5'. Th. follOWing

schedule show. for .ach of th••• value. the r ••ults 1f .ach of the other input.

is set at the ba••lin. valu•• follow.d by the r ••ult. 1f .ach of the oth.r input.

is varied alone a. indicat.d.
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PlaCENTAGE Of TELCO'S ADPITIQR6L SPAS 106 COSTS:

(a) reflected ln the GNp·PI.
(b) flnanced by potential reduction ln relative wage rate and
(c) to be aet fro. other sources

If Additional SFAS 106 cost of Ayerlle E.ployer With SEAS 106 Liabilities is

Input to Kacro.conowic Hod.l 2. 3t 5.
(Atila.111ne 'XC'Dt •• lod1c&bdl .w. ill .w. .w. ill .w. ill ill iU

laseline 0.3 9.9 ILl 0.7 14.5 J!L.1 1.9 23.4 l!L1.

Price elasticlty of de..nd - 3 0.6 9.6 ILl 1.3 14.1 §!U 3.4 22.3 &1

Labor share in total cost. sector 1 - 0.50 0.2 9.5 2iU 0.6 13.9 lL.2 1.5 22.6 ~

Labor share in total cost. sector 1 - 0.78 0.4 11.4 ILl 0.8 16.8 IL! 2.2 27.2 12...i

Labor share in total cost. sector 2 - 0.50 0.3 10.4 .IL.1 0.6 15.5 11...2 1.6 25.0 l.L..!t

Labor share in total cost. sector 2 - 0.78 0.4 8.6 n.Jl 0.8 12 .8 IU 2.1 20.6 1.L.1

Fraction of labor e.ployed ln sector 2 - 0.24 0.3 ·7.3 .21..! 0.6 10.9 J.lJ 1.6 17.5 J2...2

Fraction of labor e.p10yed in sector 2 - 0.40 0.3 12.4 IL.1 0.8 18.2 ll.Jl 2.1 29.4 iL2

Labor supply elasticity - 0.1 2.2 8.4 lL! 3.6 12.3 ~ 6.6 19.9 l.L.2

Labor supply elasticity - 0.2 4.0 7.1 ILl 6.2 10.4 lUi 11.0 16.6 rL!!

Labor supply elasticity - 0.3 5.7 5.8 IU 8.8 8.4 ll...! l5.1 13.6 LW
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Other Faeton

In performing this analysis there were two factors that simply could not be

quantified due to lack of any relevant data. Fir.t of all as can be .een frail

Appendix A, our data ba.e frail which the GNP BLI wa. calculated included alllost

no employees working for employers with fewer than 500 employees. We believe

that this tends to overstate the GNP SLI, beca~e sueh l1mited data as exists

suggests that the s..ller the employer the less genero~ the benefits, but we

cannot make a definitive statellent to that effect. Secondly our analysis only

incorporated the impact of SFAS 106 with respect to -.ployer spon.ored po.t­

retirement medical plan.. SFAS 106 also applie. to Life and Dental plans a. well

as certain other mi.cellaneo~ benefit. (e.g., sub.idized telephone rate. for

retiree.). A. noted, there i ••i~ly no acce••ible data on the prevalence and

magnitude of the.e plans in the GNP. We can, however, uke two relevant

observations:

•

•

In general, post-retirellent lIedical plans generate far greater SFAS 106

co.t than po.t-retirement lif., dental and other plans.

If an e~loyer doe. not .ponsor a po.t-retirement medical plan it i. at.o.t

certain that it doe. not provide any other post-retirement benefit coverage

(other than pension).

Based on the above and the fact that only 26.8\ of e~loyee. nationally will get

post-retirement lIedieal benefits subject to SFAS 106, we conclude that the

inclusion of Life, Dental, and other non-pension benefit. in the analy.i. had

such data been available would not have had a material impact on the results.
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Conclu,iqn

Remembering that at each seage of our calculation proce.s we have sought, when

faced wi~h a choice, to adopt a conservative stance and reviewing the results of

this sensitivity analysis, we feel confident that our conclusions represent a

reasonably accurate reflection of what is likely to happen in practice.
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v. APPENDIX A • StOOWlY OF DATA

The tabl.s, chart., .nd gr.phs on the following pages summarize the data utilized

in this .n.lysis. Included .re the following:

o

o

o

o

Summ.ry of Godwins Company Oat. a•••.

Summ.ry of aLI calculations.

Comparison of TELCO and the GNP with re.pect to Oeaographic, Economic, and

Actuari.l factors.

Summary of GAO findings on National Prevalence of POlt-Retirement Medical

Plans.
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I, fm 'M pM :

UNITED STATES TELEPIIONE ASSOCIATION
POST-RETIREMENT HEALTH CARE STUDY

SUMMARY OF GODWINS DATA BASE

Active Live.: 1·24 25· " I.· 4t9 !II. T....

'COS ,Ea 'COS 'US 'COS 'US 'COS 'EES 'COS 'EES

N..a ....r. 0 0 2 U, IJ '.09' ..)1 11.11....." 446 11,129._
ell" ni_ 0 0 0 0 0 0 6 ".I9J 6 M.ItJ
T.....a...... 0 0 0 0 0 0 11 1...n.'19 71 1,4n,.,...... 0 0 0 0 I lIS JO ....J.16f 31 .......OJ4
~. 0 0 2 lIS IJ ",071 201 J.'..'.'26 n2 3.'''',11'
c_Se.". 0 0 I so J 1.002 4) 119.3)0 .., 110,401

IOtA&. 0 0 , JOO 30 10,]60 19' 1'.900,613 IJO 11,'11.343

D. em ' ..Nt .....·.. • ...." ...:

Active Livce: 1·24 25 -" 1.·4t9 !II. T....

'COS 'US 'COS 'US 'COS , a:s 'COS 'US 'COS ,a:s

.... a ....r. 6 63 II 614 JJ '.211 It I9J."1J III 199,441
Ca...... I , 0 0 I 160 , n.U3 7 JJ.322
T'....al1.lh. I I' 0 0 , I,.' IJ l1,3]J 19 1....16..... 0 0 0 0 3 'NO I' " 4JJ.'10 II 4'....270......,.... 0 0 2 6J 3 740 21 16I,JOJ JJ 169.010
c_Sav. 3 36 I JO 6 1.39S J9 414."2 39 416,Oll

~AL II 121 14 709 40 ..- 116 2,IGO,n' 2..1 2.110."7'
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UNITED STATES TELEPIIONE ASSOCIATION

Post-Retirement Health Care Study
Summary of BUs

Based on Godwins' Database

Avence DLI Welahled by Number or Employees

......n PreAH'S fDslAft'S No. or Conaoanies No. or EmaIo't'S

A.ric:ullure. Mini.,.
M...rllClure A Wholesale 0.1232 0.2140 446 11.129.686
Trade

Construclion 0.1758 0.0604 6 94.891

TI'MIpOftalioa A Ulililiea 0.1914 0.2641 18 t.412.589

RegilT.... 0.4130 0.0601 11 1,884,OS4

Fu..ee A Insunnce 0.6121 0.1926 222 3,549,119

COIIIUIner Servica 0.5111 0.1261 41 780,402

~orAL 0.6887 0,2060 810 18.911.]4) I
C=M5!k

1-24 Employees

25-99 Employees

IQO-C99 Employees

Pre Alet5

0.48SO

0.6482

PwlAnQ

0.1416

0.1181

No. ofC.""
o

5

30

No. of Em.,t'S

o

300

IO,J(j()

~+ Employees 0.6881 0.2060 195 18,900.68J

fatAL 0.6881 0.1060 830 18.911,34' I
-46-
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UNITED STATES TELEPHONE ASSOCIATION

Post-Retirement Health Care Study
Comparison of TELCO Demographic and Economic Structures

and Actuarial Basis to National Avenlges

DemQmpbic

Total Active Employ_

Active Employ_ coY'" by Retiree
Medical PIlUS subject to SPAS 106

Retirees covered by Medical P1IIIs

Avera,e Ap of Acttvea

Avera.e Service of Activea

UogomiC

TELCO

613.193

613,193

294,482

41.6

16.6

Employers in GNP

114.400.0001

30,700,000·

5,300,0001

38.22

8.5'

Compenuciao Per Employee

fl\verap Claim per~

Labor Cost IS • " of Val.. Added

Val\le Added IS a " of 0uIput

Accumulated VElA ....

Annual VEBA coatributioaa ill aC*l
of claims

Actuarial

S38.533 $29,500"

53.075 $1.802J

31.5'" 64.3"·

74.3'" 100"

$1,258.1 millioa N/A

300.3 millioa N/A

Pre·Retiremellt Tumover

Retiremeat Ap

1991 SFAS 106 elt~

T-2'

Table'

$2.693.1 millloa

T-6'

63'

N/A

1. Source· U.S. G-.I Ace om.:.
2. Source· U.S. ~. of Labor of LUor S.....
3. Source - U.S. BlInD of tbe e-eun. PopaIaaioa I\eporIa
4. Source· U.S.~of~..... ofEc:oDomic AuI)'IiI Survey ofeurr.t Bua-
S. Source - 1990 Hewiu AJP'ci'" Surwy of letine Medical S-fita brouJbt forward to 1991 with 19" tIWDd
6. Source - 1990 ARMIS 4)42'. for Price ClIp LECa
1. See tabl. OIl JllIP 41 for IDOn dIIIil
~. Source· Midpoild of Sa.dIrd T ill ,....uy accepted Accuarial Pnctice

Source· The~ Vol. 21 No ..

~7-__________- __&-wins---



UNITED STATES TELEPHONE ASSOCIATION

Post-Retirement Health Care Study

TELCO Retirement Rates

Bate of Retirement

55-61
62

- 63

64
65

66-69
70

9.54"
25.00"
10.00"
10.00"
67.00"
10.00"

100.00'5

Comparison of TELCO Turnover Rates ys. -Standard- Rates

Prpbability of RemaiN"1 in ServiCC Until Ale 55

Cymnt Au

1:1
GNP

~ I:1l

30

35

40

45

50

.743 .505 .2.50 .013

.173 .650 .363 .041

.951 .811 .510 .141

.995 .935 .617 .344

1.000 .992 .171 .654

1. StlDdardTabl.iDu. .... fromT-l (1DDIt c:ouervative) tbl'oupT·ll O_caa.rvative). T~ Jep"WGtlmid-poiDt
of rap.

2. TELCO utili,. euaomiZlld usumptioa IDDIt cl_y appro1i-ted by T-2.

3. SupportiD. evidlDce for low iDc:icleDce of tunIOVer at TELCO relative to lWioaal av.... CID be ... by tbe hiP.
averap aae aDd put service of TELCO employeel relative to Iverap aae ad MrYice of aatioaal workiDa pnp'latim.
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UNITED STATES TELEPHONE ASSOCIATION

Post-Retirement Health Care Study
Summary of Data on National Prevalence of

Post-Retirement Medical Benefit Plans
(Source • United States General Accounting Office)

Covered Employees· by Industry

~ Total Employ_ ~ or Co.,ered
Industn Total £mploUM COym £mplo.. Who Are CU«III EmplO'lW in Industr

A,nculrure. MiDiD,.
Mauufacrure " WboleMle 26.729.660 11.602.872 43.4" 30.17~

Trade

Construction 4.592.367 561.891 11.3 " 1.46~

TrmspoJUbOD " Utiliti. 11.674,827 8.153.109 75.8" 13.02"

Retail Tride 15.717.109 3.961.734 15.2" 10.31 "

Finance" 1DsurIDce 28.210.193 10.431.800 37.0" 27.13"

Coasumer Servicea 8.895.653 3.040.556 34.2" 7.91 "

;rOTAL 95.119.909 3I~454.062 .to.1" 100.00"

Covered Employees· by Company Size

Company Sip

1-24 Employ..

25-99 Employees

10Q..499 Employ..

500+ Employees

~ Total Emplo,e8
TgIII f'.mpIcmM Coynd EmJIoyw Who Are CcpnI

13.314.195 556.209 4.2"

11.713.131 1.663.938 13.1 "

19.631,114 3.147.903 19.6"

50.091.199 31.316.012 64.'"
95.119.909 31.454.062 40.1 "

~ 01 Co.....
Employ_ by
CgmwmSi-

4.33~

"'Covered Emplor- __ employell wbo wort for COIIIpIIlieI wbidllpOlllOrpoIt-~ medical pllaJ. The GAO _me," &bat
OD.Iy 30.7 miJlioa of tbe 3'.5 millioa c:ovend employ.. 8CtUalIy ccuId ~tia1ly quillfy to nceive coverqe from COIIIpey IpClIIIOI'Id
.,las. The J"eIIIIiaiD. 7.8 lIIiJlioa employell ,...... tIae wortiq for DOIl<ovend JI'CIUPI witbiD die~ (8." alUblidiay
lbich dOlI DOt putiap.re ill die compay'. pllll) or employ..wbo are coYeI'IId by IIIII1ti-employer pllaJ wbicb are DOt IUbjct to SPAS

106.
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Post-Retirement Medical Benefit Plans

100

(Source = United States Genaral Accounting Offlca)

% Total EE's Who Are Covered by Industry

Finane.' Consumer Ser "Ic.s
In,ufanee

76.8

o --K..-

AQrlcultur•• Mining. Construcllon Transportallon' A.tall Trad.
Manulactur•• Whol.sale UlIIIU.,

lrada

80

80

20

40
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Post-Retirement Medical Benefit Plans

Construction

1.4

Transportetlon &
Ut" ltles

Retell Tr ade

30.1
Agriculture. Mining.

Manulacture • Whole..le
Trade

Consumer Ser vices

7.9

27.1
Finance &
Insuranca

:~b c)! i:\,\/-:lI(:-)(} Er77{J/O!'eeS LJ~· 1({,)l/LL.,'lr \'

(Source = United States Genefal Accounting Office)
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Post-Retirement Medical Benefit Plans

100

80
84.7

80

40

20
4.2

o -"V~_

19.8
13.1

(Source = United States General Accounting Office)

% Total EE's Covered by Company Size

1-24 Employees 25-99 Employees 100-499 Employees 500· Employees
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Post-Retirement Medical Benefit Plans

84.2
500· Employees

~~,.o
,\00-499 Employees

\

,4.3 25-99 Employees

1.4
1-24 Employees

tt, tlf (:,l\. /llt',1 t=!lJ{JIOY808 L'\' /.",.'IIJ/),-10\

(Source = United States General Accounting Office)
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